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. SECRET

LIBYAN ECONOMIC SANCTIONS

1SSUE_POR DECISION

Inplemen|:ing our Januaty 7 decision to sever economic ties
with Libya rpiwses some political and economic guestions. Our
- choices would appear to be; 1}) order all companies to sever
- their ties immediately, Preserving our political position dbut
letting Qadhpf { realisze substantial economic benefits; 2) give
- some companips an extension to work out prompt termination
arrangements with Libya, potentially limiting the economic '
benefits to Libya but alloving some U.S. business beyond the N
February 1 deadline; or 3) allow some companies to transter
Lheir operations to foreign subsidiaries, substanially reducing

;¢ windfalls to Libya, but shifting cathec than sevsring 1 3% 1Y
. major economic ties. . ‘

17 ESSENTIAL PACTORS

Some U.8. companies operating in Libya face the prospect ot
forfeiting subetanttal assets to Libya (€ the Pebruary 1
-.deadline and its prohibition on transactions with Libya are
S enforced strictly. They have argued that this would glve
i " Qadhati an economic windfall. This would be an undesitable
{ i - result. . The Executive Orders were not intended to give Libya
i . an economic boaw. ’ » B o

i To avoid t his result (and substantial losses to 3
"Lhemselves), t hese companies are asking permission to transfer
© their Libyan operations to thetir forelgn sudbsidiaries. This
- Loo is undesirable, because it may undermine the Credibility ot
.. our economic sanctions Program, g9iving an appearance of )
- v- flrresoluteness and confusing the signais we nave peen trying to
. .give both Qadhati and our allies. While transfer might be with
i ‘conditions (e.g., revocable, remittances to the U.5. - o
“ “prohibited), we could not impose meaningful production limits,
i ‘since the Libyan government controls those deacisions ander the
concession agreements. Also undesisable would Ye the tranafer
‘ of these asset s or contracts to foreign companies, since we ace
it - simultaneously attempting to convince thelg Jdvetnments Lo Yoin
% ‘ Us in reducing ties with Libya, or at least to refrain from
o f11ling {n for our companies. ' o

o The potent tal windfall is hard to quantify.  ‘The five oil
'+ concessionaires argue, ceasonably, that Libya will legally be
P entitled to cancel the concessions if the companies can'g S

7T 7 fulfill their obligations over » several month period wikh no B

e
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clear prospect of relief, even {f the cause is frecognized o de
. force majeure. (The concessions are governed by Libyan lav.)
Co The clock would start ticking when they default on their
s .January 3] payment obligations i(whichy total about $178 :
" million). Unless the concessionafres tegain their cights after

& change in government in Libya, which can’t de considered too
likely, the economic benefit to Libya would
" value of the entire long-term <onzessiorng,

1f Libya were to

the windfgll might be estimated at about $700 (fair market
5 value calqgulated at 4 times recent avacage eactnings),
TR such estimat es are vetry speculative, Particularly given the
. current oil market depression and the possibility that the
. companies can tie the title up tn acbitration for a time, 1f
Libya wer¢ to macket the oil itself and pocket for twenty or so
. Years the $1-$1.50 per barrel profit the companies have been
500 -making, the 'vindtall‘-ntght have a discounted present cash
T value of approximately $1 billion (assuming ' a 108 discount
o7 factor and a steady rate of producticn and profit margins).

“we have lgoked at could be in the range of $44-50 million (in
equipment and sccounts teceivable). Similar situations may
- raise the windfall from service companies above $200 million.
These companies opecate {n the oil, construct ion and other
. sectors. Thelc situations are not 30 long-vrerm, however. It
is less clear that Libya would be legally eatitled to the full
' amounte these companies claim ¥o0 have at rlsk than it ie that
Libya would have rights to take back ¢ne o1l concessfons. ‘

ER The U.S. freeze of Libyan government assets gives us some
:. leverage to reduce the econoaic vindfall to Libya. A : _
... conditionyl offer to release the frozen assets might get Libya
i to make regasonable settlement of the various accounts

- outstanding and damage claims, to allow removal of valuable

'~ something for the concesaion rights Of suspend rather than
.~ tevoke them. The amount of assets in the U.8. itself, our
. firmest leverage, has not yet been accurately deterl!nod;‘

~operation of Libyan ofl fields is relav{vely sinple, mok

.. tequiting advanced technology, and companies of a wide variety
of nationalit({es, including east bloc companies, are providing .

oil services in Libya and might well tnccease the

K| P S (3 aow appears likely that Libya would suffer minimal ehort
HEYT Y term dislgocation costs if the U.S. cancessions and service
I T contracts were terminated rather than transferred. The

Pull-qu& of any aubcontta¢tot American péiugﬂéclﬁt.'not
expected to intercupt or significantly reduce production,

Moreover, withdcawal of American zerscnmel in Libya «0o0ld not

.SECRET

St et smena g e £

”Thi vtd&till in tho chsd of two service company situations

it {nvolvement.
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be iipalrod Sy continuation or transfer of concessions or
service rontcacts to foreign subsidiaries:

have no such Petsonnel there; the service subcontracts

', contemplate teplacing any remainin

9 Americans lrequired in aﬁj
event under the travel ana FClvicies transactfon ban and
unrelated to ownership of the contracts). Since Libyan exit .

visas arp required, some Americans might be
payment pf disputed damages and tayx Claims

if the companies are not allowed to complet
directly orx through subsidiaries.

Libys's gteateit vulnerability may lie in ste need to

" replace the marketing arrangements provided by the U0.8.
- companiey ‘for their share of tleld Production,

is nov murketing its own majority share, has a ¢
"capable naxrketing staff, ana COuld discount the

However, Libya
eportedly

cessary to

thour any economic loss
- The basle options are:

. Deny cogltcctlcns,tO'ttana
tefusie to permit any substantjal) cont 4
aftey FPebcuary 1, using pouasibie release of Libyas®

. 4. Lemy transfer to foreign subsidiacies,
. tempqrary Performance after Pedbruary )
‘selected secrvice Contracts {(where

~would give Libya disproportionate windfalle) while
compani es to work out arcangemen

" but ;liou

the concessionalzes

oil (up to the

e ts with Libya to terminate
-88 saon ag posolble.wolnllarly v

‘ 2ing the asset freeaze
leverage. : B

3.  Allow the companies io‘tthnlter'ot
: oubaldl.tlooland Provide similar relfef to

- conttnctotl.._SCtvtco Companies wauld be seQuized to
' ‘terminate ag 800N as posaible. Licenses would be aade
frevocable and conditions could pe attached. (e.g.,

remittances to the U.S. would de bacced, and the
. Subsifiaries would be required to limit themselves to
meeting the concession obligations). ;
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DISCUSS ION OF OPTIONS

lications to"tiabifdt'téw;nbat&t§ttes and cefuse to

- pegmlt arny substantial contlnued per ormance

|
PtO. . ‘ . o )

. Most clearly consistent with poltticii‘iettuqo of W
complete U.8. - Libya economic severance by Pedbruacy 13

V:KVbldl any further *business as uaua)‘}

'54 | Paynhnt by oil companiss of $178 mtllion oved Libya tg -
. .deferred until assets are generally unfrozen.

. "1Put| conco-nlohaiio:‘ln deiault, ntteagthcnlpq Libys's ;
Case in any subsequent settlement; = o ’

§;g§'f“mf . - 'u;i.-o-t substantiaj} 'w(ndtall' potential to Libya
B T (possibly as much as §$1 billion before asset freeze
- . release negotiations),

. 'u-ﬂou!d not avoid ihe‘néed (o 6egotiafe terms of asset
,ttoqzo dla-olut;gn..

,i:‘57niqﬁt reduce wtndtcxli--orevtﬁ;n opétén.l.-lttttug
. Companies negotiate wit hout being clearly in defaunls,

.. _Héuld be less contusing poiiticail -iéﬁal than transfer
N ) qnb;tdt-rics;‘ S - BRI
Cons . )

R Wouild ailiow some hﬁiino.a as usual aiéectly by U.8. o
compaanies while sertiement atrangements are worked 1
put, fncluding ofl Company pay out of §178 ai{lliton; |

* Wouid {avolve difficoly company negotiations and some |

- unavoidable U.S.-Libyan hegotiation, direct or
indictect, over terms tor unfreezing assets;

. e enyeses L ooy

"Assets frozen {n U.S. (amount not f;£f5§£Qtnlnad) .
- pnlikely to get Libya to Compensate for concession
rights and avoid that economic denef(t to Libya;
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| 3. Al[gi ::n‘nnic:oto transfer oil zighrs to torelgn i
R - e v e sim ar ' y 'vl‘
. ~Where mnedTate terminati{on UOuTK:;ive E§§y:e;:5§: :?n§§.§§°t.
. noéfalls.

?ro- |

T e | | | S R
B EARE Wauld prevent large windraiis to Libys of U.8

4 1 T SR ) ’ - ) ' - ’
N (1 IR Would avoid U.S. com =y
SHIEL T TR 3. pany logge '
Bl s e ’ © 8nd meet their request;
113{?’5  o ,VXvoujd be ;qlntlvely,atmplo to implement. . ' .
. Lo Cons | J
e ? ; - Houla undercut ‘ ' |
A | R argument that Uv.S. naa seve eCo: .
D | tH :-.:1::‘ubya and could be subject to "::?c::on:uc |
R E : Sanctlions are hypocriticaj and a sham; " that j
g ot her sectors; Prosition vo third-countcy £41ll-in in
L L R SR e probadbly 1 S S ' o
i : . , ¥ TeQuite us to aii .
: ~ . immed(ately to ' Ov 0il companies oL
; v _’_ .‘PnyVQ;llrns\\sop cdtcently owed Libya, w
‘ ‘ T

R

Lo

5 by |
‘;A TR
f"., i
’(V -:‘;';.:
yn it |
i ¢ 2 oy !
i . "ﬁ |
N “; : qﬁ&[l '
i T
H I
 SECRET S
' .
i
i
+

R L T OB AN A S - TROT I S - T

- Sanitized Copy Approved for Release 2011/08/12 : CIA-RDP91B00874R000200160007-7 +— .




